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Exchange rate: US $1.00 


Tunisian Dinar 


are 
KEY ECONOMIC INDICATORS 
(values in US § million except where noted) 


Est. 
1984 1985 1986 


_ ~7752 -8333 - 7695 


_ $1.29 $1.20 $1.30 


INCOME, PRODUCTION, INVESTMENT 
GDP at Constant 1980 Prices* 5331.6 5180.4 5556.4 


- Agriculture & Fishing 
- Mining & Energy 
- Manufacturing 


715.9 765 .6 759.2 
638.6 579.6 510 .0* 
781.5 708.0 832.1 


Construction & Public Works 332.8 301.2 315.9 
- Transport & Telecommunications 261.9 256.8 295.2 


- Tourism 


156.1 165.6 197.7 


- Commerce & Other Services 980.4 942.0 1056.9 


- Government Services 
GDP at Current Prices 


602.4 577.2 635.7 
7969.6 8232.0 8140.7 


Gross Investment, Current Prices 2425.2 2184.0 2353.2 
Government Budget, Current Prices 2871.9 2814.0 3157.7 


- Operations 
- Capital 


1511.7 1529.4 1766.7 
1360.2 1284.6 1391.0 


Per Capita GNP, in Current Dollars 1141.6 1138.8 1100.1 


MONEY AND PRICES 
Money Supply (year end) 


2276 .8 2318.4 2123.7 


Price Indices (annual average) 


- Consumer (1983 - 100) 
- Wholesale (1970- 100) 


108.6 LiF, 125.0 
297.6 322.1 348.0 


BALANCE OF PAYMENTS AND TRADE, Current Dollars* 


Exports f.0.b. 
- to U.S. 
Imports, f£.0.b. 
- from U.S. 


Merchandise Trade Balance 


Net Services 

- Tourism Receipts 
Net Transfers 

~- Workers Remittances 
Current Account 


1804.8 1770.0 1712.5 
344.6 113.0 105.0 
3036.5 2676.0 2850 .0 
433.7°* 256.1 260.0 
-1231.7 -906.0 -1137.5 
291.5 312.0 468 .0 
461.8 486.0 624.1 
63.0 -18.0 -26.0 
317.2 270.0 260.0 
-877.2 -612.0 -695.5 


Net Foreign Exchange Reserves (year end) 380.6 198.0 214.5 
Outstanding External Debt*** 4847.5 5290.0 5570.0 


* Note: Pre-oil-price fall estimate; see text. 
** Note: Includes major one-time military aircraft purchase. 
***Note: Includes best available estimates of military debt. 


Percent Change 
1984/85 
(Dinar Values) 
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Sources: Ministry of Plan and Finance, Budget Economique 1984 and Statistiques de 


Commerce 


Exterieur; Central Bank, Statistiques Financieres. 


Main Exports to U.S. - Crude Oil, Olive Oil, Dates 
Main Imports from U.S. - Military Hardware; Cereals, Pumps and Compressors 





A. SUMMARY 


Record cereals harvests, a tourism boom and a softening dollar 
made 1985 look like a turning point. However, by mid-year 
prospects dimmed as a worsening trade deficit and Libya's 
expulsion of Tunisian guestworkers cost the country dearly. In 
1986, the slide into recession began, spurred by sharply lower 
oil revenues, a poor harvest and a decline in tourism. In 
confronting these serious economic problems, the Government is 
moving to restructure the economy along more market-oriented 
lines. In such an environment, opportunities are there for 
American businessmen with a shrewd eye for value. 


B. CURRENT ECONOMIC SITUATION AND TRENDS 


1985 In Review - A Bumper Crop Spurs Growth 


A record 2.1 million ton cereal harvest and an upsurge in 
tourism from Europe sparked GDP growth of 4.5 percent in 19935. 
However, stagnant oil, phosphate and phosphoric chemical prices 
depressed export earnings. Strict import controls were 
introduced mid-year to rein in the current account Jjeficit. 
Rather than financing this deficit with new external loans, 
Tunisia chose to run down its foreign exchange reserves. 


Agricultural output increased by 15 percent. Ideal rainfall, 


higner farmgate prices and better fertilizer distribution 
contributed to a doubling of 1984 grain production. Date, 
citrus and seafood production also posted big gains. 


Output of manufactures rose 5.9 percent, spurred by an 2.3 
percent jump in construction materials. Food processing posted 
a disappointing 0.8 percent gain as olive oil production 
declined sharply. Nonetheless, food processing has surpassed 
textiles as the largest category of manufactures. Real output 
of non-manufactures dropped 2.5 percent, as oil production 
(-3.2%), construction (-2.7%) and mining (-3.5%) all posted 
declines. Only electricity (3.3%) and water (4.2%) showed real 
gains. Hydrocarbon and mining production fell because of 
deposit depletion and lower prices on world markets. Growth in 
the services sector continued strong. Tourism earnings were up 
in real terms for the first time since 1981. However, public 


expenditure rose only 5.3 percent, as the government sought to 
reduce its budget deficit. 


Investment Stagnates 


Manufacturing investment--about 1/6 of total investment--fell 
18.7 percent. Investment in food processing and 
electro-mechanical industries held steady, but capital outlays 
in the chemicals industry were off 39.2 percent as the SIAPE II 
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phosphoric chemical complex was completed. Several textile 
plant closings and hesitancy on tne part of some foreign 
investors led to a 30.6 percent decline in textile sector 
investment. Investment in construction materials fell 13.3 
percent as demand slumped and overcapacity mounted. Ona 
brighter note, agricultural investment grew 16.8 percent, 
stimulated by price increases and new production incentives. 


Investment in non-manufactures--a fifth of total 
investment--fell 10.3 percent in 1985. Electricity sector 
investment was off 33.3 percent and public works plummeted 70 
percent, reflecting budget cuts. Investment in mining and 
water distribution held steady, while oil sector investment 
(half of all investment in non-manufactures) jumped 15.4 
percent as funds flowed into the Astarte gas lift project. The 
important services sector, over a third of total investment, 
posted a 2.3 percent gain. Investment in tourism also rose 7.7 
percent, but transport and communications fell 5.0 percent. 


Balance of Payments Under Pressure 


Tunisia's current account deficit narrowed to $612 million in 
1985. However, lower oil prices, reduced earnings per tourist 
and rising import costs led to a 4.6 percent deterioration in 
Tunisia's terms of trade in 1985. Worker remittances were 
lower than expected. Debt service rose 17.1 percent under the 
pressure of a stronger dollar. These negative factors 
contriouted to a decline in foreign exchange reserves and 
prompted new import restrictions. 


In 19385, imports fell by 5.3 percent in current dinars. 

Exports rose by 5.4 percent, but the merchandise trade deficit 
closed by 21 percent. Net transfers were negative for the 
first time since independence. Import restrictions helped to 
narrow the dinar current account deficit by 25 percent. In the 
capital account, Tunisia had net inflows of $456 million. 
Medium and long term debt rose by $264 million. The remaining 


payments gap was financed by a reduction in reserves of $156 
million, 


Prices, Wages and Employment 


Consumer prices rose 7.8 percent in 1985, compared with 8.2 
percent 1984. Prices not subject to government control rose 
9.1 percent. Public sector wages remained steady, while 
private sector wages rose an estimated 7.0 percent. Of the 
66,000 new entrants to the labor market, only 46,000 found 
jobs, 20,000 of which were funded by the public sector. Of the 
estimated 30,000 Tunisian workers expelled from Libya, perhaps 
half had found jobs by year end. The male unemployment rate 
exceeds 20 percent, while the overall unemployment rate 
probadDly surpassed 25 percent in 1985. 





«im 
Recent Political Developments 


Between August and October 1985, Libdya expelled some 30,000 
Tunisian workers and their families. Libdya also reneged on 
commercial aad financial contracts, costing Tunisia some $130 
million and knocking nearly 1.0 percent off real growth for the 
year. Tunisia severed relations with Libya in September 19385. 
Relations with Algeria and Morocco continue to improve, 
particularly on the commercial side. However, negotiations 
with the European Community (EC) over Tunisian exports of 
citrus, wine and olive oil in the wake of the entry of Spain 
and Portugal to the EC are proving contentious. 


Municipal elections held in May 19385 were won overwhelmingly by 
the ruling Destourian Socialist Party (PSD), as opposition 
parties staged a boycott. Government insistence that wage 
increases matcn increases in productivity upset organized 
labor. Internal disputes and legal problems culminated in the 
fall of Habib Achour, leader of the General Union of Tunisian 
workers (UGTT), early in 1986. Since then, there has been a 
strong effort to bring the UGTT back into a closer relationship 
with the party. In July 1986, Prime Minister Mohamed Mzali was 
replaced by Finance Minister Rachid Sfar. 


The Outlook For 19386 Is Somber 


A sharp drop in oil prices and a drought-reduced harvest will 
mean a lean year for Tunisia in 1986. The aftermath of tne 
U.S. raid on Libya has hurt the important tourist industry. 
Despite a weaker dollar and lower prices for imports of refined 
petroleum products, the Tunisian economy may contract in 19386. 
The initial government forecast of a 2.1 percent increase in 
real GDP in 1986 was based on $26 per barrel oil, a 1.25 
million ton grain harvest, and a 10 percent increase in tourism 
revenues. In fact, oil prices are in the $10-12 per barrel 
range, agricultural output has been hit hard by drought, and 
tourist revenues may fall 10 percent. Grain output will be in 
the 650,000 ton range contributing to an overall agricultural 
production decline of about 10 percent. 


Manufacturing production should grow 8.5 percent, led by 
construction materials and a stronger performance voy the food 
processing sector (up 6.1%). Completion of the SIAPE II 
chemicals complex is expected to contribute to a 17.9 percent 
rise in chemicals output. Gains are also forecast for 
electro-mechanical products and textile production. 


In non-manufacturing industries, output should be depressed by 
lower oil production. However, January-April figures show oil 
output up 0.5 percent from the 1935 average. Resolution of 
labor disputes and equipment problems plus the opening of a 
small pnosphate deposit near Gafsa is expected to boost 
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minerals output. Production of water and electricity will be 
up as rural potable water and electrification projects begun in 
1935 come on line. However, a slump in demand and a scarcity 
of credits for residential and tourism construction should 
reduce the construction/public works component of GDP by a bit 
more than the 3.2 percent predicted. Services will be up only 
3.0 percent, as earnings from tourism and transport revenues 
fall back. Government services, nit by budgetary restrictions, 
may actually contract. 


Investment Is Squeezed 


The target for nominal investment in 19386 is $2.35 billion, 
about 24 percent of anticipated GDP, and a 0.5 percent decline 
in current dinars. Import restrictions, reduced government 
revenues and borrowings, and economic recession will produce a 
Significant drop in the volume of investment. 


Agricultural investment will total $455 million (19.3 percent 
of the total). The budget calls for $189.5 million in 
irrigation spending, with new projects at Siliana, Jerid and 
Nefzaoua and upgrades in northwestern Tunisia and Cap Bon. 


Completion of two major projects will produce a 21 percent drop 
in investment in non-manufactures ($426.4 million). The mining 
sector will receive §41.6 million, two-thirds of which will go 
into phosphates. Investment in electricity transmission is 
expected to be $40.3 million, with $31.6 million going to new 
lines and the balance to new generatiny capacity. Oil sector 
investment is scheduled to be $209 million, of which $54.6 
million will be absorbed in the Astarte and El Borma fields. 
Finally, potable water projects in Sfax, Ghomrassen, Tataouine, 
Bizerte and Cap Bon will cost $72.8 million. 


Manufactures will account for a sixth of total investment in 
1986 ($377 million). The bulk (60%) will be financed py 
state-owned companies and joint-venture Arab development 

banks. Principal projects are a new SOFOMECA foundry, a 
lithopone plant, a white cement plant, the SAKMO diesel engine 
factory and the Sknhira fertilizer plant. Private investment in 
manufactures has weakened as credit has become less available. 
Sporadic shortages of imported raw materials and spare parts 
have also been factors discouraging capacity expansion, 


Investment in services is expected to grow 4.9 percent to 
$912.6 million. Housing construction accounts for just over 
half the total and should rise wy 7.1 percent in 1986. 
Investinent in tourism and commerce will stagnate at $123.5 
million and $15.6 million respectively. Transport and 
telecommunications investments are projected to grow 4.8 





noe 
percent to $286 million. World Bank-financed road maintenance 
projects will adsorb $98.3 million. Doubling of the track 
between Tunis and Hdammam-Lif, continuation of the Tunis subway 
and repair of the Mateur-Tabarka line are the key elements of 
the $100.1 million devoted to railroad infrastructure. 
Completion of the port at Zarzis and start up work on the 
Tabarka international airport will cost $35 million. Finally, 
$52 million will be used to extend Tunisia's telephone network. 


Balance of Payments Under Heavy Pressure 


The 1986 current account deficit target of $535 million dollars 
is now far out of reach. The government planned to limit 
nominal import growth to 4.0 percent ($3.76 billion) while 
increasing exports 7.6 percent ($3.2 billion). However, actual 
oil exports may be over $300 million less than projected. 
Phosphate and chemical exports may fall 6.0 percent to $419 
million as world prices remain soft. Textile exports should 
rise as producers take advantage of unfilled EEC quotas for 
Tunisia. Tourism revenues, originally projected to rise 10 
percent to $524 million, may be as much as $100 million lower 
after cancellations following the U.S. raid on Libya. Total 
exports may decline to $2.83 billion, a 3.0 percent drop in 
current dinar terms from 1985. 


Strict import controls remain, but measures have deen taken to 
facilitate imports required by exporting industries. Capital 
goods imports should drop 5.7 percent (to $650 million) 
paralleling the slowdown in investment, while imports of 
consumer goods will be virtually unchanged at $2.02 billion. 
Food imports were fixed at $377 million, but the drought should 
induce additional imports of as much as $60 million. 


The 1986 trade deficit may reach $949 million, $390 million 
greater than projected. Gains from lower interest and dollar 
excnange rates will be eroded py falling oil prices. Net 
transfers will add $26 million, bringing the current account 
deficit to $975 million. In the capital account, Tunisia will 
need to find about $700 million to finance its five oillion 
dollar external debt. Taking into account projected capital 


inflows, the overall balance of payments gap should be about 
$300 million, 


Public Finance - Further Budget cuts are Likely 


The 1986 austerity budget called for an overall spending rise 
of just 3.6 percent in nominal terms. Revenues were estimated 
at $2.6 oillion and expenditures at $3.16 billion for a deficit 
of $559 million. The government expected the deficit to fall 
14.5 percent. However, lower oil prices will reduce forecast 
revenues from petroleum taxes and royalties by as much as $120 
million. Other revenue losses will add a further $100 million 
to the deficit. New capital spending cuts are likely. 
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Prices, Wages and Employment 


Sluggish demand will keep inflation below 7.0 percent. 

Consumer prices rose at an annual rate of less than 2.0 percent 
during the first five months of 1986. As inflation abates, it 
may be easier for the government to succeed in linking wages to 
productivity increases. The government has introduced profit 
sharing in several pudslic enterprises and may expand this 
practice. Minimum agricultural (SMAG) and industrial (SMIG) 
wages are set to rise an average of 1) percent, but these rates 
affect few workers. Private sector wages should be constrained 
by stagnant output and growing unemployment. While the economy 
nad been expected to generate 46,000 new jobs (against 68,000 
entrants to the labor force), lower investment, import 
restrictions and budget cuts put this figure well out of reach. 


Development Planning 


The Sixtn Five-Year Plan ends in 1986. Results are mixed. 
Average annual growth in GDP during the first four years was 
3.1 percent; 1936 results may lower that figure to 3.9 percent, 
half the planned 6.0 percent. Declining productivity coupled 
with investment neavily biased toward infrastructure did not 
allow the economy to generate jods at a Align rate. With its 
population growing by 2.3 percent a year--690 percent of the 
population under age 25, Tunisia had hoped to create 275,000 
jobs in the course of the Sixth Plan. The actual figure will 
ope cluser to 215,000. Investment is likely to exceed Plan 
targets by 7.0 percent, spurred by greater than expected 
investment in housing (56.3% apove target), public works (plus 
(519%), petroleum (20.5%) and electricity (35.1%). Investment in 
manufactures was minimally lower than planned, but agriculture 
and tourism were well below target. On the external side, an 
overvalued dinar produced anemic export growth and a surge in 
imports of finished and semi-finished products and widened the 
current account deficit to nearly 10 percent of GDP. 


The Seventh Five-Year Plan (1987-1991) coincides with Tunisia's 
entry into its post-petroleum era. A more competitive 
market-oriented economy led oy agriculture and export 
industries is tne goal.’ Priority will be given to maintenance 
or upgrading of existing infrastructure rather than expensive 
new projects. Labor-intensive investments will be favored. 
Fiscal and monetary reforms such as tax simplification, 
imposition of a value-added tax, and increased banking sector 
competition are priorities. The government expects that growth 
will average about 4.0 percent a year during the Seventh Plan, 
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C. IMPLICATIONS FOR AMERICAN BUSINESS 


Trade - Selling in the Tunisian Market 


Import growth will oe tightly constrained as Tunisia reacts to 
the impact of policies designed to hold down domestic demand. 
To succeed in this market, U.S. exporters may have to engage in 
countertrade or offsetting investments more frequently than in 
the past. However, the market. for U.S. origin cereals, 
military hardware, avionics/aviation and pharmaceuticals should 
remain strong. Growth markets during the next Five-Year Plan 
will be irrigation systems, data processing, transportation, 
and spare parts/maintenance technologies. Other promising 
areas are water resource equipment and technology, construction 
ejuipment, data processing, renewaodle energy technology, mining 
eyuipment, telecommunications, and recreation equipment, 


Despite aggressive financing from the EEC and historical ties 
to Europe, the U.S. remains Tunisia's fourth largest supplier, 
after France, Italy and West Germany. Most major purchases are 
made py international tender. Lead time for bid submission is 
often snort by U.S. standards. A U.S. firm may have to obtain 
documents, translate them from French to English, prepare the 
bid (frequently to European specifications) and translate the 
bid into French for submission within as little as one month. 


The Embassy commercial section has inade a concerted effort to 
obtain advance notification of major tenders and suomits such 
information to the Department of Commerce (USDOC) for 
dissemination through the Trade Opportunities Program (TOP). 
It should be noted that U.S. suppliers are not always 
responsive to Tunisian requirements. Correspondence is seldom 
prepared in French, letters and telexes requesting product 
information or after-sales service sometimes go unanswered. 
These difficulties may be mitigated by using an active 
agent/distributor in Tunisia. Firms wishing such a 
representative may contact the Commerce Department's Agent 
Distributor Service through the nearest USDOC District Office. 
Periodic visits by company officials are useful. The Embassy 
Commercial Section is eager to assist visiting business 
representatives in contacting appropriate local partners. 


Investment - Opportunities Are There 


Tunisia can be a base for American firms serving Mediterranean, 
Middle Eastern and Sub-Saharan African markets. Politically 
stable, it offers abundant semi-skilled labor, moderate wages, 
and preferred access to the EEC and many Arab and African 
countries, The government encourages foreign investment 
througn several investment promotion codes. Foreign firms 
producing strictly for export receive tax, duty and exchange 
control advantages. Their activities are governed by the 
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Export Investment Code of 1972, which permits 190 percent 
foreign ownership. Under this statute, food processing, 
textiles, leather goods, and electro-mechanical products are 
attractive possibilities. 


Foreign companies producing for the domestic market fall under 
the Investment Code of 1974, revised in 1931. The 1974 law 
provides tax and other advantages based on job creation. The 
1981 revision added incentives for: (a) locating in regions 
defined as underdeveloped, (b) manufacturing high technology 
products, or (c) exporting a portion of output. Firms 
importing raw materials or semi-finished goods are required to 
export sufficient product to cover the value of their imports. 


The U.S. and Tunisia signed a treaty eliminating double 
taxation of corporate income in June 1935 wnicn should be in 
force by January 1, 1937. Agreement has been reached with U.S. 
oil companies and offshore banks reducing the tax base for 
expatriate employees. However, unless an incoming investor 
presses for a similar agreement before beginning operations, 
the tax burden on its expatriate employees will be heavier than 
that in many otner countries. 


Americans interested in developing business in Tunisia should 
contact the United States Department of Commerce, Office of the 
Near East (ONE), Washington, D.c. 20230, tel.(202) 377-4652. 
There are district offices throughout the United States with 
Specialists who can assist companies engaged in exporting. 

Help is also availaole from the Tunisian Embassy located at 
1515 Massachusetts Avenue, N.W.; Washington, D.C. 20005; 
Tel.(202) 862-1850. Other investment promotion organizations 
in Tunisia are: 


-- Agence de Promotion des Investissements (APTI) 
20, rue de Syrie 
1902 Tunis Belvédére, Tunisia 
Telex: 121606 Tel: 2387-600 


-- Agence de Promotion des Investissements Agricoles (APIA) 
10, rue Ion Jazzar 


1002 Tunis Belvédére, Tunisia 
Telex: 122380 Tel: 283-400 


The American Embassy is located at 144, avenue de la Liberté, 
Tunis, Tunisia; Telex 13379 AMBTUN; Tel.: 782-566. 
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The Export Administration Regulations, a 
comprehensive guide to the rules control- 
ling exports of U.S. products, answers 
your questions on export licensing 
requirements: 


e When is an export license necessary? 

e When is it not necessary? 

* How do | obtain an export license? 

¢ What policies are followed in considering 
license applications? 

¢ How do | know when the policies change? 

¢ Are there restrictions on exports to certain 
countries? 

¢ Are restrictive trade practices and boycotts 
prohibited? 

¢ Do! need a license to ship technical data? 

e Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 


SUBSCRIPTION RATES 


In the United States 
To foreign countries 


All Bulletins sent first class to 
both foreign and domestic ad- 
dresses. Airmail service not 
available. 


Use the order blank below to begin your 
subscription to the Export Administra- 
tion Regulations. 


MAIL THIS ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Enclosed is $ 0 check; 
O money order, or charge to my 
Deposit Account No. 


Order No: 


Please send me 
Export Administration a and su 


tration Bulletins for the pu 
Name—First, Last 

Company name or additional address line 
Street address 


City 


(or Country) 


ication period Sauane outa 1, 1985. 


Credit Card Orders Only 


Total charges $ Fill in the boxes below. 
Credit 


cadNo. CITITTITTITITITIT Itt) 


irati Charge orders may be telephoned to the GPO order 
Expiration Date desk at (202) 783-3238 from 8:00 a.m. to 4:00 p.m. 
Month/Year eastern time, Monday-Friday (except holidays). 


sets of the U.S. Department of Commerce 


Export Adminis- 
For Office Use Only 


Quantity Charges 


Zip 
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PLEASE PRINT OR TYPE 





The Export Administration Regulations, a 
comprehensive guide to the rules control- 
ling exports of U.S. products, answers 
your questions on export licensing 
requirements: 


e When is an export license necessary? 

e When is it not necessary? 

¢ How do | obtain an export license? 

e What policies are followed in considering 
license applications? 

¢ How do | know when the policies change? 

e Are there restrictions on exports to certain 
countries? 

e Are restrictive trade practices and boycotts 
prohibited? 

¢ Do! need a license to ship technical data? 

e Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 


SUBSCRIPTION RATES 


dresses. Airmail service not 
available. 


Use the order blank below to begin your 
subscription to the Export Administra- 
tion Regulations. 


MAIL THIS ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


} Credit Card Orders Only 
Enclosed is $________ 0) check, Total charges $______ Fill in the boxes below. 
O money order, or charge to my Credit 


Deposit Account No. 


comes LILTI LILLE bits 
oe ad Expiration Date Charge orders may be telephoned to the GPO order 


Order No: Month/Year desk at (202) 783-3238 from 8:00 a.m. to 4:00 p.m. 


eastern time, Monday-Friday (except holidays). 


Please send me sets of the U.S. Department of Commerce 
Export Administration ——— and supplementary Export Adminis- 
tration Bulletins for the publication period beginning October 1, 1985. For Office Use Only 


Name—First, Last Quantity Charges 
Company name or additional address line 
Street address 


City Zip 
(or Country) 


PLEASE PRINT OR TYPE 








